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THE BASIC DETERMINANTS OF LAND VALUE 


T seems to me that all factors which influence the value of land can be 
] grouped under six general headings. I have outlined these general headings 

below, with some idea of the breakdown under each general heading, and 
some general ideas on how the various factors can be measured. 


1. The MATERIAL CHARACTERISTICS of the particular section of the earth's 
surface under consideration. Under this general heading I would group all fac- 
tors affecting fertility of farm properties, all mineral and subsurface rights, the 
ability of the ground to support structures of various sorts, the presence or ab- 
sence of underground water, drainage and all other natural characteristics of 
the soil. 


Much progress has been made in methods of measuring and determining the 
material characteristics of land. Soils can now be subjected to searching analysis 
in order to determine the best crops which can be raised and to find out what types 
of additives are needed to bring them to their highest productivity. Mineral and 
subsurface deposits can now be located in many cases by electrical devices, either 
from the ground or from planes. Test borings can be made to determine the nature 
of subsoil conditions and will frequently reveal the necessity of special foundation 
techniques in certain areas. In our own experience on foundation problems in 
urban areas we have found that in certain sections subsoil conditions are such 
that almost all houses not originally built with precautionary measures develop 
serious cracks. It is possible, for instance, in certain sections of St. Louis 
County to ride down specific streets on which practically all houses will show 
cracks in their foundations and walls. Inspection of existing buildings surrounding 
a building site will often be sufficient to indicate whether special precautionary 
measures should be taken on new buildings in that area. 


2. The second major factor affecting values I would designate as ACCESSI- 
BILITY. By this I mean, for farm properties, the accessibility to markets; for 
city properties, the accessibility to the type of individuals that can most effec- 
tively and profitably use the property. For downtown retail properties, accessi- 
bility would mean the locational advantages of the particular property in question 
in regard to potential shoppers of the type which can create the highest value by 
the use of the site for the exchange of merchandise. For residential property, 
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accessibility would mean the locational advantage from the standpoint of streets, 
speedways, and public transportation which would make the site accessible for 
dwelling purposes to those persons who are employed or who dwell in the area in 
question. For industrial properties, accessibility would mean the availability 
of railroad tracks and sidings, trafficways for motor freight handling, and acces- 
sibility to an adequate labor supply. 


There are many indicators available on accessibility. In cities, the street or 
traffic department will generally have counts of vehicular traffic on all principal 
streets by hours. These are sometimes converted into flow maps, where the 
width of the black band on the map shows the number of cars that pass along that 
street in a day. A map of this sort will quickly show the points which are passed 
by the largest amount of traffic. This does not, however, in itself constitute ac- 
cessibility, as for most purposes the driver must become a pedestrian before he 
can become a customer. There must be sufficient parking space with easy access 
from the high-traffic-volume streets in order to make locations accessible to shop- 
pers. In the downtown district quite frequently pedestrian traffic counts are avail- 
able, and where they are, they will generally show that the densest pedestrian 
traffic occurs in those areas which are occupied by chain women’s apparel stores 
and stores of the type of Woolworth, Kresge, McCrory, etc., generally near a 
department store. A trained observer could walk through the downtown district of 
a strange city at midnight and approximate the relative volume of pedestrian 
traffic in the various blocks by the nature of the stores along the street. 


Accessibility of farms can be quickly determined by road maps which classify 
roads by the type of construction. 


Accessibility of industrial property to major highways and railroad lines can 
best be determined by a visit to the city plan commission of the city in question, 
and to the various railroads servicing the area. 


Accessibility to a sufficient labor supply can be determined by studying bus 
routes and by driving through the adjacent area to determine whether the resi- 
dents are about the same general type used as employees. 


I think most of the demographic factors belong under the general heading of 
accessibility. Demography is the science which deals with population trends. A 
store in a large metropolitan area is accessible to more potential purchasers 
than one in a small, isolated community. A store in a metropolitan area which is 
growing rapidly is becoming accessible to a constantly larger number of potential 
customers and, therefore, is increasing its value. A store property in a metro- 
politan area which is losing population is accessible to a constantly smaller number 
of potential customers and is, therefore, losing value. 


Population trends affecting various properties can be studied most effectively 
from the United States Census enumerations. Most large cities are now census 
tract cities, which means that these cities have been divided into more or less_ 
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homogeneous areas by the United States Census, and that the boundaries of these 
areas are held constant from one census enumeration to the next. This makes 
possible a study of the relative population characteristics at 10-year intervals, as 
the census is made every 10 years. Few people realize the tremendous amount of 
information accumulated by the census and the possibilities of bringing this ma- 
terial to a focus on many business problems. All cities with over 50, 000 popula- 
tion in 1940 have been tabulated on many significant factors on a block-by-block 
basis, and it is possible to compare the 1940 block figures with the 1950 block 
figures, pinpointing with great geographical accuracy the changes that have taken 
place in any section of the city. The Bureau of the Census can generally furnish 
in pamphlet form the tract and the block figures on any city. 


Under accessibility I would also put certain physical characteristics of the 
property, such as proximity to rivers, lakes or salt water. These factors belong 
under accessibility rather than under the material characteristics. 


3. The third group of factors which, it seems to me, affect the value of land 
I would place under a general heading of AESTHETIC QUALITIES. Certain prop- 
erties are desirable because of elevation, view, proximity to recreational facilities 
such as boating, fishing, swimming, hiking, riding, etc. Under this same head- 
ing I would also list prestige value, which is the characteristic acquired by cer- 
tain areas which places a value on these areas above other areas because of cer- 
tain psychological reactions to these particular areas. 


4. GOVERNMENTAL CONTROLS affect values. Since governmental bodies 
can control the use of any particular property, this controlled use controls value. 
A property may be zoned for single-family residences in an area where its use 
for multifamily structures might develop a higher residual value for the ground, 
or it may be zoned for single-family residences where a commercial use might 
bring a much higher value. Under the governmental influence would also be the 
presence or absence of sewers, water supply, and other types of utilities, all 
manmade. 


No office dealing with real estate from the standpoint of mortgages, brok- 
erage, management or construction can afford to be without an up-to-date zoning 
map of its community. In our business we quite frequently come across exari- 
ples where property has been purchased for contemplated uses which on the basis 
of existing zoning are illegal. We have come across many appraisals in which 
the highest and best uses were stated for pieces of property, and values were 
based on these uses which a study of the zoning map would have shown to be illegal. 
The fact that a piece of property is being used for a certain purpose is insufficient 
proof that this use is in accordance with the zoning requirements. It may be a 
nonconforming use which can be continued only so long as no major changes are 
made in the structure, and the right to continue this use may cease if the use is 
discontinued for a certain period of time. 


5. The fifth group of factors which, it seems to me, affect the value of land I 
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would classify as MONETARY FACTORS. Since the value of land is always meas- 
ured in monetary units, the size of these monetary units will determine the 
number of units equivalent to the value of any particular site. Any factors which 
affect the relative size of the monetary units will affect the prices of land. An 
increase in the supply of money and credit or an increase in the velocity at which 
money or credit is used, all other factors being equal, will increase land values. 
A decrease in the volume of money or credit or a decrease in the velocity of 
turnover will decrease land values. Since interest rates are tied into the supply- 
and-demand relationship of money and credit, the effect of interest rates on land 
values would come under this general classification. Low interest rates will in- 
crease land values; high interest rates will decrease them for two dominant rea- 
sons. Low interest rates mean that the equity owner can increase his leverage 
with high-percentage mortgages; and if interest rates are low, capitalization 
rates will also be low, which would increase the capital value of the annual‘net 
income from the property. 


6. The sixth group of factors which, in my opinion, affect land values are 
what I would call the CYCLICAL FACTORS. These factors are those which pri- 
marily affect the supply-and-demand equation. There is a tendency for various 
types of economic factors to follow a cyclical pattern, the length of the cycle de- 
pending to a large extent on the length of time which it takes for the supply of and 
the demand for any particular object to become adjusted to each other. In goods 
having a relatively short life, such as food, clothing, etc., the cycle is generally 
short, as a shortage can generally be dissipated by production or by import ina 
relatively short time. An oversupply can also be absorbed by a reduction in 
production for a relatively short period, as the oversupply in a normal market 
causes prices to drop and the reduced price throws the high-cost producers out of 
production during the period of the oversupply. Long-lived articles, however, if 
overproduced, drive down their prices and, since the surplus cannot be quickly 
absorbed by a reduction in current production, the surplus overhangs the market 
for a long period and the cycle is correspondingly longer. In the same way, a 
shortage in this field takes much longer to dissipate because current production 
is only a small portion of the total supply. In new residential building, for in- 
stance, we do not add more than 3% to our total number of dwelling units in a boom 
building year. 


We are attempting to measure many of these cyclical factors in our regular 
reports. It is often quite difficult to tell just exactly where we happen to be at any 
particular time in the real estate cycle, as the timing may be lengthened or short- 
ened to some extent by events which cannot be predicted. A rapid increase in 
military expenditures or a war can have a striking effect on the real estate cycle. 
The Korean War and our present military activities have kept the current boom 
going longer than it otherwise would. Artificially low interest rates and an easy 
money policy may prolong it still further. 











